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Thank you, Mr. Chairman, digtinguished Senators. My nameis Stephen Hall. Asan

atorney a the law firm of Stoel Rives LLP, which served as outside counsel to Enron North America
(“Enron’) on certain regulatory matters, | was asked in October 2000 to research and prepare a
memorandum describing certain wholesale energy trading practices at Enron. That memorandum,
delivered to Enron on December 6, 2000, characterized certain of those practices as deceptive. At the
same time, we advised Enron in a face-to-face meeting that deceptive trading practices could violate the
SO tariffsas wdl as state crimind laws. Enron has waived the atorney-client privilege with respect to
these matters, and | would be happy to assst the Committee in any way in itsinvestigation of Enron's

trading practicesin the Cdiforniawholesae energy markets.

| would like to provide some brief background regarding the preparation of the
memorandum. In fall 2000, as an associate &t Stod Rives, | did work for various clients of thefirmin
the energy industry, including Enron. | worked under the supervison of Marcus Wood, a partner at
Stod Riveswith many years of experience in the energy industry. In October 2000, | attended a
meseting in Portland convened by Enron' s litigation counsel to address the Company’ s response to a
subpoena from the Cdifornia Public Utility Commission. Attorneys from the two law firms retained to
advise Enron in that matter were in attendance. During the course of that meeting, Enron traders began

describing certain Strategies used in the Californiawholesde energy market. The strategies presented



were extraordinarily complex and the descriptions given were highly technica. Following that meeting,
Enron's counsdl asked me to review the applicable tariffs, interview Enron traders and seek to develop,
for thefirg time, awritten description of the trading strategies that were identified a the meeting.
Subsequently, in addition to my other ongoing respongbilities, | talked with traders a Enron and,
working with Mr. Wood and Enron ingde counsel Chrigtian Y oder, who is dso testifying today,

devel oped the memorandum that has been provided to the Committee.

As| learned about Enron' strading practices, | became increasingly concerned. In the
course of my discussons with traders, | became aware that certain of these trading strategies involved
deception. For example, one strategy dubbed “Load Shift” gppeared to involve submitting schedules to
the Cdifornia Independent System Operator (“ISO”) that intentionally overstated or understated the
load in different zones to cause the 1SO to make payments to relieve the supposed congestion in the
overscheduled zone. As| learned of deceptive practices, | advised the traders with whom | spoke that
such practices were deceptive and that they should stop such practicesimmediately. | aso attended

mesetings in which Enron traders provided assurances that such practices had been discontinued.

In addition to the descriptions of trading practices | had been asked to prepare, | took it
upon mysdf to indude in the memorandum a summary of the 1SO Tariff rules againg “gaming” or
deceptive practices, so that Enron would understand the 1SO standards applicable to these practices
and the sanctions for violaions. | dso discussed my findings with Mr. Y oder, who shared my concerns
and requested that his name be included as a co-author of the memorandum. Mr. Y oder believed that

sending ajoint memorandum from both ingde counsd and outside counsdl criticizing these deceptive



practices would assist in focusing the attention of Enron management on these issues and prevent any

recurrences.,

Mr. Wood, my supervising partner, lso had very strong concerns as aresult of these
findings and wanted to ensure that Enron management understood that these or any smilar deceptive
strategies were unacceptable. Accordingly, Mr. Wood revised the memorandum to emphasize the
deceptive nature of certain of these strategies. On December 6, | emailed the revised memorandum to

both Enron in-house counsdl and Enron' s outside litigation counsd.

On December 7, 2000, Mr. Wood and | met personally with Mr. Y oder at his offices,
and Mr. Wood delivered a hard copy of the find memorandum together with copies of Cdifornia
crimina statutes on fraud and theft. Mr. Wood wanted it to be clear to Enron that deceptive practices
could condtitute violations not only of 1SO rules but dso possibly of crimind satutes. Subsequently,
Mr. Yoder and | met with the head trader a Enron to communicate Stod Rives findings and

conclusions to ensure that he understood our belief that many of the trading practices involved

deception.

Asapoint of clarification, this committee has been provided two copies of the Stoel
Rives memorandum, one of which bears the date December 6, 2000 and one of which bears the date
December 8, 2000. The Committee should be aware that there is only one Stoel Rives memorandum,
which was findized on December 6. The two memoranda areidentica, and we believe the date on
each copy smply reflects the date that copy was printed off of the computer. Thereisadso athird

memorandum before the Committee that was subsequently prepared by the Brobeck law firm. Stoel



Rives had no involvement in the preparation of the Brobeck memorandum.

In sum, | was asked to talk with Enron' s traders to learn about and summarize the
trading strategies used. In the course of my review, my law firm developed an understanding of those
drategies, identified in writing certain practices that appeared deceptive, advised Enron traders that
these practices must be discontinued, understood that Enron had discontinued these practices, and
advised our client that the future use of deceptive trading practices could violate 1SO rules and/or
crimina statutes. | appreciate the opportunity to appear before the Committee to discuss our findings

and answer any questions that the Committee may have.



